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DEPARTMENT OF REVENUE

P.O. Box 47450 * Olympia, Washington 98504-7450 * (206) 753-5540 * FAX (206) 586-5543

THE EFFECT OF B&O TAX CREDITS
For Qualified Research & Development

Incentives for High Technology proposes a business-and-occupation tax credit for certain
research and development activities. To better understand how these credits would work, we
have prepared three examples. They show the relative effects of the credits on large, medium-
sized and startup high-tech companies. Please note that not all of a company’s research and
development activities will qualify. Only those portions associated with developing a qualified
new product (as opposed to upgrades or refinements to an existing product) are eligible. Some
companies, such as startups, spend a much higher percentage of their revenues (including
research grants) on R&D, and the program provides proportionately greater assistance to them.
Theoretically, all of a startup’s expenditures could be R&D, eliminating its B&O tax liability.

Large Medium Startup

Company Company Company
Annual gross revenues $2 billion $5 million $100,000
Annual R&D expenditures $200 million $2 million $100,000
Qualifying R&D expenditures $100 million $1 million $100,000
B&O taxes before credit (at services rate of $42.6 million $106,500 $2,130
2.13 percent) '
Preliminary B&O tax credit at 2.5 percent of | $2.5 million $25,000 $2,500
qualifying expenditures '
Net B&O tax credit ($2 million maximum $2 million $25,000 $2,130
allowable tax credit per year, with no carry ‘ '
forward of unused credits; credit cannot
exceed tax liability)
Net B&O taxes after credit ‘ $40.6 million $81,500 -0-
Tax credit as a percent of pre-credit B&O tax 4.7% 23.5% 100%
liability
Tax credit as a percent of gross revenues 0.1% 0.5% 2.13%
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INCENTIVES FOR HIGH TECHNOLOGY

Governor Mike Lowry's 1994 legislative proposal to stimulate economic growth
and diversification by building on Washington State’s technological base

Dec. 21,1993

Competing for smarter jobs ,
The industrial revolution is over. Competitiveness no longer means cheap land, cheap
labor and low taxes. New manufacturing plants don’t always lead to stable, high-paying
jobs. The rules of economic development
have changed. Regions now compete for
good jobs based on the quality of their

educational systems, the skills of their Our competitors are using

workers, the capabilities of their transpor- increasingly SOphisticated
tation systems, and the attractiveness of efforts to generate high-value
their environments. Clusters of interdepen- activities that support high-
dent industries have become more impor- paying jobs. :

tant than individual industries to a

region’s comparative advantage. Our

competitors are using increasingly sophis-

ticated efforts to generate high-value activities that support high-paying jobs. In doing so,
they are following a fundamental rule of economic development: Build upon your
strengths. Today’s pursuit is not simply for jobs: it is for high-wage jobs in growth areas of

the economy.

Washington is fortunate to have both the prerequisite foundation for economic develop-
ment and a robust high-technology sector. This provides a good springboard for pursuing
desirable jobs that will improve the quality of life of our residents. We have an existing
base of biotechnology, software and electronics companies that have made Washington an
acknowledged technological leader among the states. Many of these companies have been
attracted to the Pacific Northwest by the quality of our public and private research institu-
tions. Others have been spun off from the aerospace foundation on which our economy
has relied for much of this century. Still others were drawn by key market players such as
The Microsoft Corporation. :




Incentives for High Technology

Much of this has occurred with little intervention by the state of Washington. Most of the
state’s efforts — through marketing and tax incentives — have been directed at attracting
new manufacturing plants as a source of jobs. While the state has been successful at this
effort, competing for the limited pool of firms that can locate anywhere in the world is no
longer a firm basis for economic development strategy.

Intervening earlier to produce quality jobs

The goal of Incentives for High Technology is to stimulate economic growth much earlier in
the process by generating high-paying research-and-development (R&D) jobs that may
eventually result in construction of manufacturing plants as well. By encouraging compa-
nies in earlier stages of development, when their resources generally are limited and profits
may be non-existent, the state can leverage its investment. Helping a fledgling biotechnol-
ogy company, for example, may result in a much greater impact than trying to attract an
established, profitable out-of-state manufacturer that may require a much larger financial
incentive to move to this state.
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Incentives for High Technology

By focusing on research and development, the state can intervene earlier in the process,
when a company begins turning ideas and scientific discoveries into usable products. Such
a policy capitalizes on Washington'’s healthy infrastructure of public and private research
facilities and high-tech businesses that are well positioned to produce spin-offs.

Past state economic development efforts
have focused on encouraging companies
to build manufacturing plants in this state
by providing deferrals of sales taxes that

By focusing on research and
development, the state can

those companies would pay on construc- intervene earlier in the process,
tion of facilities. That, however, is really when a company begins turning
the last step in the process, when a ideas and scientific discoveries
company’s decision about where to site a into usable products

plant becomes a purely economic equa-
tion: where costs will be lowest.

With its relatively low business and occupation (B&O) tax rate on manufacturing, compara-
tively low property taxes, and absence of corporate or personal income taxes, Washington
already competes favorably with other states for manufacturing plants. Even so, sources of
raw materials, the labor force, and the regional quality of life are far more important factors
than state tax policy in siting of manufacturing plants. '

Strengthening, stabilizing our economy through diversification

Historically, Washington’s economy has been vulnerable to the cyclical nature of the aero-

space industry. While many jobs are still tied to aerospace, the emergence of a variety of
“high-technology” companies has helped

; reduce the state’s dependence on the
High tech employment as a percentageé (.1 nes of one industry. As a result of

of Washington's labor force this diversification, Washington has been
‘ able to weather the current Boeing down-

turn, as well as job losses in the timber

and metals industries, without falling into
High Tech recession. While gross business income
232.164(11%) remained flat during the first quarter of
1993, it never slipped into negative terri-
tory and recorded a 2.2 percent gain
during the second quarter.

Washington
1,928,719(89%)

State Department of Revenue statistics
shows that companies engaged in such
Total Employment: 2,160,883 areas as computer hardware and soft-
ware, advanced electronic devices, bio-
technology, the environment, and materi-
als science have helped offset job losses
elsewhere in our economy.

High tech employment grew by 20.1 percent
between 1988 and 1991, while overall state

employment grew 13 percent
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